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ABSTRACT

The objective of this research is to assess the effects
of the formation of exclnSive teaming arrangements .in
industry on the .Department of Defense '(DoD)‘ acquisition
process.' The data fcr this research were gatheredv by
interviewing DoD and 'industry procurement. officials Land
through written surVey responses from DoD'and indnstry.v,The
thesis provides background of the policies and regulations
that influence and control excluSive teaming arrangements
Additionally, this study examines the tenSion .between

competition and best value procurement policies and how they

~relate to the formation of exclusive teaming arrangements

The study identified 'the ’concerns, benefits ‘and risks
associated with exclusiVe teaming 'arrangements. Methods
used for‘mitigaticn of these risks were also examined. The
thesis concludes that exclusive teaming arrangements allow
the defense indnstry to share the risks and the‘cost:of

capital ~ associated ‘with major defense programs.

Furthermore, DoD must conduct extensive market research to

ensure that competition in the Defense Industrial Base is

maintained and the requirements of the end user are

fulfilled.
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I. INTRODUCTION

'A. GENERAL
One of the recent trends within the defense industfy

' has been the formation of exclusive teaﬁing arrangements——
both vertical and horizontal--among companies cémpeting’fpr
:DoD busineés. Asithe defense industry has'¢ontraéﬁed in the
Post-Cold War environment,:there are growing concerns With
regard to these'teaming arrangements. In 1993,vthen Deputy
Seéretary ovaefense William Perry informed executives from
the defense industry that foughly half.of them would soon be
eliminated from the‘suéplier base, due to reduced demand‘for_
theif prbducts. The Goverhment let market forces determine
'the.compdsitioh of the ensuing mergers. All ﬁefgefs‘and
acquisitions were alléwéd to take‘place until the propoéed
'mérger bgtween‘Lockheed Martin'and’Northrbp Grumman in March
1998. This merger .wésb blocked because it would hévé

»reSulted in just three huge firms--Boeing, Lockheed Martin



and Raytheon-—rec‘ei}v‘ing a substaﬁtial:portion of what DoD
spends annuaily to acquire its weapons énd.other products.

An exclusive teaming arrangement is defined as a
teaming’arrangement created when two or more companies agree
to team together‘té pursue a DoD procurement program and.
- further agree>not tb team with aﬁy other competitors’for
that program. [Ref. 1:p.1]

DoD's perceived concerns regarding exclusive teaming
arrangements are that certain arrahgements will negatively
affect competition, cost and the size’ of the indust;iai
bése.v The Govérnment‘ is‘ concerned that a lack of
competition will result in higher costs on proﬁuremeﬁt
_programs. Contractoré will not have an incentive to provide
a quality product' at  a feasonable‘ price, since the
Government will rely onkthem aé the only soutce. Exclusive
tgaming ‘arrangements ' can -prevent otherwiée viable
competitoré from having a realistic chance of participating
in a DoD procurement program; Over time this could force
viable firms’to scale back on the amount of business they do

with the DoD or even squeeze them out of the market place

entirely.




Tﬁe smailer numbér of firms competing for DoD busineés
creates | an environment - where an | exclusive teéming
arrangement may eliminéte competition ‘and fesult iﬁ :soie
| source  procﬁrements. The most pfominent eXample of an
exclﬁsive teaming arrangement thét eliminated competitioﬁ ink
' Government procurement was the DD—211 prégraﬁ. The Navy
rencountered problems when Bath Iron Works, | Ing;lis
Shipbuiiding and Lockhééd Martin jbined togéther to bid for
the DD-21 ﬁrbgram. [Ref. 2] - This érrangemént>eSSentiallyv
reduced thé pdol of qualified contractors to one bécéuse‘
another:viable shipbuilder does not'exist{ Therefore.oﬁher
syétems integrators, ‘ like Raytheon, ‘do not have a
shipbuilder to team with. ‘In the end the /Govérnment
reéuired Bath Iron Works énd Ingallé Shipbgilding'to split

up and team with either Lockheed Martin or Raytheon.

B. OBJECTIVES

The primary objectivé of this thesis is to determine
DoD's experience with exclusive teaming érrangements ‘and
assess how this information might be used to improve the

acquisition process.



Other objectives are to - determine’ tne benefifs of
teaming arrangements and provide wsysb ﬁo maximize these
benefits.  Also, to determine the’irisks associated with
teaming arrangements and previde methods to mitigate these

risks.

C. SCOPE

fhis thesis identifies .the Government policies that
affect exciusive teaming arrangements formed by the defense
induStry. The benefits of exclusive teaming-arrangements
are discussed as well as the risks associated with these
arrangements. Both DoD and industrv eoncerns regarding the
use of exclusive teaming arrangenents will be  examined.
This thesis will make an ssséssment of whether the use of
exclusive teaming arrangementsby‘industry is beneficial or
if they pose threats to the business -arragements‘iof DoD
contrecting officers and program managers.benebinformation
provided by this thesis will assist procurement officials

who deal with exclusive teaming arrangements.




D. RESEARCH QUESTIONS

To‘aéhieve the objecﬁives of this study, tﬁe priméry
research question was: What is DoD's experience With
exclusive teaming"barrangements ‘and " how | might 'this
information be used t§ improve the acquisition prodéés?‘
From the basic research question, the fqllowing subsidiary-
questions were de&gloped:

1. What constitutes an "exclusive" téaming
arrangement and what are the current DoD policies
and regulations with respect to these type_
arrangements? . o '

2.  What are DoD's primary concerns with vertical and
horizontal "exclusive" teaming arrangements?

3. What are 1ndustry s primary concerns with
nexclusive" teamlng arrangements and DoD's current
"Anti-Competitive Teaming" policies?

4. What are the perceived benefits and risks
associated with "exclusive" teaming arrangements?

5. How does DoD currently mitigate ‘"exclusive"
teaming arrangement risk and how might strategies
be formulated to address these risks in future
potential "exclusive" teaming arrangements? ‘

6. How might current'teaming regulations, policies
and practices be changed to enhance the
acquisition process? ' '



E. ASSUMPTIONS AND LIMITATIONS

Two primary assﬁmptions relevant to this study have
been made. First, the' reader has a basic khowledge’ of
acquisition and contract management. Second, the literature

reviewed for this study is complete and accurate as of the

date of this study.

F. METHODOLOGY

The>’daté for this study were obtaihéd from several
sources. First the‘researchef conaucted an extensive review
of available literature.k This litefaturé réview consisted
of a local library search, inter—libfary loans, use of CD-
ROM éystems; é custom search on'LEXiS/NEXIS, aﬁd use Of the
Internet. |

ASecondly, a sur&ey was'developed by the researcher to
gather information from bo;h DoD aﬁd indusﬁry officiéls with
regard to exclusive teamihg arrangemehts,

Thirdly, severai telephone'and personal interviews were

conducted with various individuals involved in DoD

acquisition policy.




G. THESIS ORGANIZATION

This thesis consiéts of five chapﬁers.  This chapterx
pfo&ideé the objectives, scope, and methodology“for daté
collection.' Chapter II addresses the_topics of coméetition,
the . declining defense budget ahd consolidatioh of. the
defense ‘industry. Chapter III discusses the exclusi&e }
teéming' arfangements,‘ the policies that ’affect these
arrangements and the benefits and risks associated .With
them. This-chapter also presents the information'collécﬁed
from Government  and industry. Chapter IV provides analysis
ofv the information collected in the previous chapter.
Chapter \7 p?esents the thesis' summary, ,concluSibns‘:and

recommendations, as well as areas for further research.






II. BACKGROUND AND LITERATURE REVIEW

A. INTRODUCTION

This chapter'.will provide background‘ information on
‘three topics: competition, the defenSe budget and the
‘defense industrial base. The chapter begihs with :the
definition of éompetition, a‘discussion 6f‘£he benefité of
compeﬁitibn and an ~examination of the Competitionv’in
Contracting Act of 1984. The nekt section of the chapter
fécuses on the defense budget, primaril? to highlight.thé
deélinevthaf DoD‘has experienced since thé Coia War»peak‘in
1985. The final section of this chapter will>discu$s:thek
definition 6f the defense industrial base, examine jits
~components, aﬁd idehtify benefits ahd costs/associétéa With

‘fmaintaining the defense ihdustrial base.
B. ISSUES

1. Competition

What is competition? Why should we pursue competition

in Department of Defense (DoD) procurement policy?‘ A simplé



definition of competition is.that it is the neffort ef two
or more parties acting independently to secure the business
of a third party by offering the ﬁost favorable terms."

" [Ref. 3] Personai experience in purchasing,goods—e.g., a new
car- would offer a similar coﬁcept; In this ééée it is easy
to see that the competition cfeated'when there is more than
‘one auto dealer predicts a lower price‘or more featuresEfor
the prespective buYer. Most’people’would agree that greater
competition resulte in a better ﬁalue for the consumer, and
their prac;ical experience supports ﬁhis idee.

A perfeetly ceﬁpetitive.market is the ideal structure
for the entife economy and leads to the optimal allocation
of goods and resources fer the consumer. iThere are five
condiéions required to attain a léerfectly competitive
market. ‘First,-no one individual bﬁyer or seller can have a
perceptible influence upon: market - price. Secondly,
producersband consumers have perfect knowledge‘of“eveﬁts in
the market. Third, the product is hemogeneous and customers
are indiffefent between the products of the available
Asuppliers. Fourth; producers act indepeﬁdently of each

other and seek to maximize their individual profits and

10




consumers act similarly tb maximize their ﬁtility ffrom
chsumption. Finally, there are no barriers to thé movemeﬁt
koffgoods or factors of production. Firms are free to ehter
- or leave the market énd provide the market whatever quaﬁtity
’théy wiéh. [Ref. 4:p. SQ] |

Perfect competition and monopoiy are at the bppoSite
\eﬁds of the competition spectrum. . Actual le?els of
competitioh‘ fall somewhere’ between“thésé two fextremes.
These 1eVeis of competitiqn vary from‘market’to market‘and
,ffom prbduct ﬁo prodﬁct. Obviously, perfect competition is
nét péssible in éll Government précurements, yeépecialiy,
iafge, complex, major syStem acquisitions where _;Here  afé
very few suppliers. Although perfect competition may not be
possible fn all instances of Government procufemeht, a high
degree  §£ coﬁpetition can’ be obtaiﬂed by creatihgi an
- environment where“‘as‘,many ‘suppliers_ as possible jare
encouraged. to partiéipate? This may be accbmplished  by
using broad,vachieﬁablg specifications. ‘Thié‘competition
can prevent individual.firms from affecting the'pricé ofra

proauct. [Ref. Sﬁp. 183]

11



In addition to proriding“the Government the opportunity
to procure goods at lower prices, competition also serves
other valuable functions. = Competitive forces‘alSO'provide
tne benefits | of ' promoting innovation and technical
improvement, enhancing mobilization ~and industrial
capability, controlling cost growth, and ‘preserving the
concept of ™ fairness” regarding the Federal procurement
'system.i[Ref: 6:p. 14] For these reasons, competition has
become a fundamental goal of an effective procurement
system.

Competition in Contracting Act

The Competition in Contracting Act (CICA) of 1984 was
written on the neeis of numerons spare parts pricing
scandals,'which many thought indicative of greater problems
in the Government procurement vsystenu | There wes also a
belief that increased competitiveiprocedures could lead’to\
savings ofb between 15 and 50 percentt CICA strived to
inject greater competition into Federal.procurements. [Ref.
7p. 11] | By reducing the nnmber of sole-source or rnon-
competitive procurements, { the .benefits | of increased

competition were expected to ultimately result in‘greater

12




/cost sa&ings for the Government. Enacted during a time‘of
dtamatieally increaeing DoD'budgets, CICA was also seen as‘a
way to offset or reduce a growing problem with eﬁofbitantly
'pricedbsole4source procurements.

Dﬁring. the .19705 and early 1980s, Congfess .beeame
increasingly concerned with the steady trend towafd.an‘ever‘
-increasing percentage of'"noncompetitiveﬁ pfocurehents. “The
Geheral_ Accounting Office (GAO) assessed DeD;s> usevef
competitive‘procﬁrements in 1979, and concluded that 25‘out
of the 109 noncompetitive contract awards reviewed eeuld
have been awafded‘competitivelye [Ref. é:p.llz] A simiiar"
conclusien was ‘reached in 1982, when GAO studied fsix‘
civilian agencies and <reported - a failure to ebtain
'eompetition on an estimated 40 percent of the sole—soﬁrce.
contracts awarded. [Ref. ’9:p. 5] These reports and
Cehgreseionalk hearings, conducted  during “the eame
timeperiod,ionly increased the call for Qreater competition
in the Federal procuremeet system.

An  overarching issue @ 1is the definition of
“competition;“ Competition held different’meanings for many

members of Congress and for the public. [Ref. 10:p. 36]

13



Commonly, compétition was equated with price competition,
L ‘
‘where essentially homogeneous = products are simply
differentiatea by price.' " This' definition was most often
associated with formal aavertising, where award was made to
the lowest responsible biddér frﬁm a number of bidders
offefing the same basic product. [Ref. 11] 'In competitive
negotiation, however, the award is based on the evaluation
of a variety of competed factors, only one of which is
price. Design or techni¢a1 competition is also considéred
in determining contract award. [Ref. 11% ]
Unfortunately;‘ when a member of Congress quoted a
statistic concerniﬁg the lack of competition, the s#atiétié
was oftéh doing just that: describingkperformaﬁce in formal
advertisinyg. | ~For eXample, Senator Proxmiré' cited DoD's
.procurement for 1970 as a year where "oniy 11 percent is
competitive." Whiie trué of DoD formal advertising, almost
43 percent of all contracté ,awarded that - year weré
competitiveiy acquired in ‘the( broader ~ definition
(compétition in formal'advertising or onevofvthe evaiuation
facfors in negotiation). [Ref. 12:p; 8Jl Thét said, DoD also

held a liberal view of competition, characterizing anything

14




but sole-source procufements as cOmpetitiQely awarded;b[Ref.
12:p. 7] |

Regardless of thé exaét _definition ’of competition,
Congress and public perception heid thatvFederal pfocurement
was inefficieht. The lack 6f "competition" was cited as}the
cause of cost overruné; exorbitantly priced common itemé,
and the rapidly growiﬁgvboD budget. [Ref. 7:p 3] Sincé
"Congress held the prihcipal view that greater competitidn
equaled greater benefit, they resolved to onst coﬁpetiﬁidn
\in Federél procurément; As such, Congress mandated £hat
CiCAv’"éstablish an absolute' preference for competition."
[Ref. 6:p.17] | |

President Reagéﬁ_ signed CICA into law 'bn Jul? 18"
. 1984, as part of the Deficit Reduétion Act, PL"98f369.
Section.2721 of the legislation established thevbasic ineent
Aof the lawi ;o use'fuil.and open'competition to increase
responsivepess and the ¢apability of thé industrial base,
while rgducing costs of procurement. [Ref.lB:Sec. 2721] . In
its final fprm;‘ CICAY made a numbér of key chénges  to'
Xexisting laws regardiné cqmpetition. The following are’fhe

five major changes that are most relevant to this study:

15



First, it eliminated the preference for formal
advertising-renamed sealed bidding by CICA—and "~ put
competitive negotiation on an equal AleVel. Competitive
procedures would now encompass botn'formal advertising and
competitive negotiation,'as‘long as the contract was entered‘
into pursuant to full and open competition.

Second, CICA required the use of sealed bidding when
the following fout conditions were meti l)vadequate time, 2)
awarded on price, 3) no need for discussions, and 4) expeCt
more than one bid. If these conditions were not met, then
competitively negotiated'proposalsdshould be requested.

Thitd, it eliminated the .17 exceptions to formal
advertising and‘repleced them with seven exceptions to full
and open competition. These seven exceptions required when
"other than competitive procedures“ were used, includedi.l)
oniy one source and no acceptable substitute product; 2)
unusual and compelling urgency; 3) in order to maintain an
vindustrial, engineering, .research, or development
capability; 4) based on international agreement; '5)
authorized or specified by statue; 6) for national security;

and 7) in the public interest. These seven exceptions, with

16




minor modification, continue to be the standérd.today;for -
contracting by other than full and open competitioh.

.Fourth, it alléwéd exclusibn, based on cefﬁain factofé‘
of a particular source iﬁ order to establish or maintain an
‘allternative sourbe of supply. Sj.milé.rly, it allowed for
limited competition in certain instances involving small
business conderns. | |

Finally, it reéuired the executive agency tobcreate a
competiﬁion advécate: position, and to submit béﬁ anhual
réport cOncérning competition and competitive procufemenfs.
[Ref. 13] |

The purpose of CICA was to increase  theV actual .
proportion of coﬁpetitiﬁely awarded contrécts. f Cong#ess
accomplished this‘by explicitly setting out the comﬁetitive
award .proceSses and then ‘mandaﬁing an annual report; of
prbgreSé, forciné the Federél procﬁrementksystem to focus on
reducing ndncompetitive buys. As thé pérceﬁtagel of
competitivé purchases increaséd, cost éévingé and greéte?
~fairness for contractoré were expected to naturallyrfollow.
When debate began on CICA, the standara for competiﬁion‘

was again a central topic. The Senate proposed:that‘the

17



standard for competitive procedures meant solicitation "from

more than one source that is capable of satisfying the needs

- of thé agency." All ,o;her procedures | would be
"noncompetitive procedures}" [ReEL 14:8ec. 303]
In contrast, ‘the‘ Housé proposed three .levels of
competition. ° First, "fuil‘énd open" competition would be

wherg "all qualified sources are al1dwéd and encouraged to
submit" bids or proposals, and each "bid or competitive
proposal is fully evaluated by the executi&e agéhcy’iﬁ the
selection of a contracﬁ recipient." It Would also restrict
contracting offices from entering intq a contfact until a
usufficient nUmbér">of bids Or_proposals‘were received ﬁto
ensure requirementsvare filled at the lowest possible pricey
given" the acquisition. The second level of competition was
that which was T"less rigérous than full and open
competition.ﬂ This was where award wduld be made from a
pool of allimited number of qualified sources-at least two
or more- who would be permitted to submit‘offefs. finally,
the third level was "noncompetitive," and desgribed awérd
"after receiving only one bia or prppésal." [Ref. 15:Sec.

202]

18




The Congressional discussion and = final decision

¢oncerning this issue is particularly revealing. Here, the

' House's strict definition of "full and open" won out over

the Senate's less restrictive version of "more than one

‘source."  The House Committee on Government Operations

provi

ded the following insight into their reasoning:

.an acquisition is hardly competitive when it is

- limited to just two independent sources, since

additional bidders are often available to meet a
government requirement. Using the traditional view,
an agency may select two of its favorite vendors and
then assert that a "reasonable degree of compeétition®
had been achieved. The Committee believes that full
and open competition exists only when all vendors are
allowed to compete in an agency acquisition. [Ref

16:p.16]

conce

Notably, a cautionary view was also . expressed

rning the impact. of the full and open standard:

Competition is not a goal itself, but a means to the

- goal of efficient and economical procurements.  Might

the inflexible application of the means occasionally
interfere with achievement of the goal? From the
government's perspective,"évery ‘procurement has two
costs: the price of the item and the administrative
costs related to the contract. If limiting
competition on a particular contract increases the

~price of the item by a smaller amount than the

decrease ‘in administrative costs, wouldn't full and
open competition  result in a less efficient
procurement? [Ref 16:p.64]

19



"This ‘statement’ serves as an eafly example of thev
concept of "best vélue"_which.is cential totthe acquisitiop
‘reform of the 1990s.

In the end, the phrase "full and oﬁen“ competition
became the ctitical criteritn for detérmining whether a
purchase was made under competitive procedures. If fu.lblvand~
open competition was present; then tompetition existed{
whether the purchase was;»through ‘sealed bidding or
negotiation. CICA went on to say ﬁfull andtopen}compétition
mmeaﬁs that'ali responsible sources are permitted to submit
sealed bids or competitiVé broposals on the procurement."
-[Ref. 13:p. 21]

2. The Defense Budget

Victory in the Cold War has brought changes in the size
and resources avaiiéble to the Armed Fércestof today. The
DoD budgets have been decliniﬁg sihce the mid-1980s peak in
the Defense budget. The collapse of the Soviet Union, and
'resulting change in Deténse poliCy has created a very
different defense environment, and haé had a significant

impact on the range of public and private businesses,
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departments or facilities that work in the ‘interest of
National Security.
‘Currently, the DoD is buying and developing fewer types

of military systems and purchasing smaller quantities of the

,systems that are developed. The recent downturn in defense

budgets is the fourth in 50 years. The three prior funding

drawdowns came at_the ends of World War II, the Korean War

and the Vietnam War. This fourth one folloWs the beacetime.

defense buildup of the early 1980s. Looking specifically at

the procurement budget, (which has been reduced even more

: dramaticaily: than the overall defense budget) the period

1985—95“represents the longest consistent deciine since the
end of World War II. [Ref. 17:p.10]
Over the last decade defense procurement budgets have

been reduced even more dramatically than the overall defense

‘budget. The decline in the procurement budget is ‘normally

cited as the reason for the consolidation and merger of
defense companies. Indéed there has been a 62 percent drop

in the procurement budget from the peak of $126.8 billion'in

1985 (1999 dollars) to $48.7 billion in 1999 as shown in

Figure 2.1.
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3. The Defense Industrial Base

The defense industrial base (DIB) is defined as "the
combination of people, institutions, technology, ‘end
production capecity ‘used ‘to' develop and manufacture the
weapons and suppofting‘ equipment ~needed to .achieve our
national Security‘objectives."[Ref.'18:p. 3] The DIB is a
subset of the larger.national industriallbase.

The DiB has many dimensions. ‘It comprises contractors,
subcontracters and parts suppliefs, ana ‘it ednsists of

companieé that provide facilities supporting air,'iand, sea
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and space sYstems. [Ref, 19:p.24] These facilities may be
Government owned and operated, or ©privately owned ~and
operated, or Government owned and privately operated. Many

firms opérate in multiple sectors of the base, either

‘supplying more than one sYstem or serving as both a prime

and subcontractor on different contracts.
The DIB is not a single homogeneous entity and should
not be treated as such. The multi-dimensional aspect of the

DIB and the varying degrees of dependence on defense séles

make the development of any broad DIB policy difficult.

The three Compdnents of the DIB are technology,

>‘-production, and maintenance. = The technology 'Component'

© includes private industry, wuniversity, and  Government

laboratories, research facilities, and test centers that
conduct research. . The production component consists of
private and public manufacturing facilities, including

Government-owned and Government-operated, Government-owned

‘and contractor-operated, and contractor-owned and

contractor-operated facilities.  The maintenance'¢omponent

consists of private and Government facilities (such as
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arsenals and depots)‘ that maintain and repair
equipment. [Ref. 18:p. 7] |

There are several _benefits to maintaining a defense
industrial base. 1These benefits incluae security,
cepability, global strength, end domestie economics.

A stfong indnstrial base can serve as a deterrent to
potential adversaries. Gordon Boezer argued in en article
titled "The Defenee Technology vand FIndustrial nBase: Key
Component of Natidnai Power, " thae :there is a close
relationship between national power and the nation's
manufacturing capability. A vote‘on’maintaining.production
potential can have a profound affect on perceived power.
"As the period between crises increases, the industrial base
grows cold from neglect and the risk tovnational security
increases correspondingly;“ [Ref. 20:p. 27] _Tne National
Security Act of i947 reqnires the‘ﬁational Security Council

to:

..assess and appraise the objectives, commitments, and risks
of the United States in relation to our actual and potential
military power, in the interest of national security, for the
purpose of making recommendations to the President in
connection therewith. [Ref. 20:p. 27] '
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A vdomestic defense industrial bése» enebles *the
Government to maintain a capability that it believes it Will
need in the future, and enables the Government to avoid ﬁhe
cost and time required to recreate it. Tne Benefit ‘to
,maintaininé.fhis capacity is that.the nation Would remain
seif-sufficient and wiil not be forced to‘relyon'foreign
sources that may not be reliable during times of conflicr.

A country with a strong biB can leverage that‘strength
when dealing with foreign countries. | A‘ceuntryiwith the
abilityito develop and produce the weapon systems:required
‘to meet its.defenee and‘national security requirements Wiil
be viewed es'a global strength.
| Aecording ’to‘ Sandler, a defense industrial baSe
provides national economic benefins. [Ref. 15:p. 185I }The’
benefits . inClude tne creation ;éf jobs, vtechnblogieal
advences, and export trade.r'This}is a Keynesian outlook:andb
i§nores‘thelfact that those same_resourceS'could pdseibly be
used more effieienrly in the private sector. When lookin§
‘at the country as a whole, there is no evidence that money
,fspent.on defense creates more jebs oribenefitslthe econOmy

" more than money spent in the private sector.
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>When yoﬁ look at the.jobs'attfibuted to the procurement
funding assbciated with thé DIB, there are still mofe than
400,000 more defense contractor employees ~ working in t}he
U.S. industry today than were working at the low point of
the Cold War defensé budget in 1976. [Ref.-.21:p. 14]
However, accordihg to the Aerospace Industry Association,
aerospace employment nationWide has declined 41 percent
since 1989. [Ref.'22:p. 212] It may be possiblg that the
aerospace workers changed careers and took vemployment in
private industry or are now employed in a field noﬁ

categorized as aerospace.

There is a lack of quantitative data on the cost
associated with maintaining a defense induétrial base. The
cost of maintaining national independence‘may be a laék of
interoperability With foreign suppliers in an alliance.
[Ref. 19:p. 185] Thé cost of maintaininéva capability which
a Government believes will be required in the futﬁre could

be measured in the purchase of an item not necessarily

'needed for defense but purchased to keep a production line

"warm. " For 'example, ~the Bush Administration, with the

concurrence of the Pentagon and the Senate Armed Services
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Cdmmittee,‘proposed canceling the Seawolf submarine brdgram;
B ﬁowevér, denerél bynamic's Electfic Boat'Division’énd:its
Subcéntr§ctors lobbied fof the preser;ation bf thezprégram
to - maintéin thé capabilities needed to ' manﬁfadture
submérines and to preserve 25,000 related jobs. [Réf. 23:p.
15] In an artiCle in the Waéhingfon.Pbst; Senator‘John
McCain-statéd "Lacking any mission to justify'its coét,‘the
Seawolf ‘is really nothingvmore thén a jobs prbgram." [Ref.
24:p. A31] |

The DoD has encoufaged cohsolidatibn and mergers injthe
DIB. - At ‘a dinner, comﬁonly referfgd ‘to asv‘the "Last
Supper," with the executives from the;defense industry in
1993, ﬁhen' Debuty " Secretary of Defense William éerfy
informed»those pfesent that roughly half of’théﬁ would.soon
be eliminated fro@vthe supplier base.’iRef. 22:p. 221] At
the conclusiqn of Wo;ld War II, the ~Pentagoﬁ ‘éurchased
wa;planés from twénty-sii.companies; Today the’qiiitary has
three chpanies to choose from: Lockhéedeartin, Nbrthrbp
’Grumman or Boeing/McDonnell Douglas.

The. Government ‘let "market = forces deterﬁine ‘the

composition of the mergers, - rather than directing the
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mergers. On Jnly 21, 1993, John M. Deutch,‘then Under
Secretary of Defense for Acquisition and Technology, wrote a
memorandum stating that restructuring - costs ere indeed
allowable and‘thus reimbursable under Federal procurement
law. This provided an added incentive to consoliaate
because the firms were allowed to eharge the cost of
reorganization as overhead to existing DoD contracts.
Defense industry‘companies must prove that the Government
received savings in the form ef’reduced costs in order to
recoup'consolidation coets. In,Aprilvl993, a GAO report
found that this reimbursement policy has saved the DeD two
dollars for every'dollar.it has spentx [Ref. 25:p. Al5]

From 1992 to 1997; a total of $55 billion in military‘
industry mergers took place. [Ref.»26:p. 1] On July 1,
1997, The Federal Trade Commission approved Boeing's buyout’
of MeDonnell‘Douglas Corporation and one day later, July 2,
the U.S. Justice Department approved Raytheon Corporation's
purchase of Texas Instruments' defense and electronics unit.
on July 3, Lockheed Martin announced its merger with

Northrop Grumman, a combination that would result in a
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company with $38 billion in revenue and 240,000 employees.
Defense Secretary William Perry stated:

We look at the proposed merger from the point of -
~view of whether they are detrimental to our
ability to maintain a competitive defense
industry, and if and when that happens, we'll
speak out to the Justice Department. So far, that
hasn't happened." [Ref. 22:p. 213]

However, Secretary Perry's successor, William Cohen,

was not as supportive of the consolidation. The Justice

Department and Defense Department held meetings with

Lockheed, after‘whichlLockheed stated that tHe Government
was "fﬁndamentaily oppésed" to its planﬁed merger with
‘Northrop‘Grumman. [Ref. 26:p. 1] .On March 23, 1998, the
Départmént of Justice filed suit to block the acquisitioﬁ of

"Northrop Grumman by Lockheed Martin. [Ref. 27:p. 111

C. CHAPTER SUMMARY

This chapter provided three diverse topics. However,‘

all of these topics are reievant and necessary to provide
the reader with requisité knowledge to 'undéfstand'ythe
environment in thejdefénse»industry. The fixst,topic~wés
the defiﬁition of competition and its.v'benefité.

,Undoubtedly,'.theré are mahy‘ well-recognized' benefits to
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inCreased>competition: iower prices, greater perception of
fairness, and an expanded industrial'base,.to name a few.
This chapter: examined the legislatiVe‘ intent of policiee
regarding competitien and CICA'S mandate for full and open
competition.

The second parﬁ of this chapter provided a brief
overyiew of the declining o&erallk defense and defense
procurement budgets. This decline.has resulted‘ in many
defense firms merging' or"acquiring other firms.  The
consolidation of the defense industry was anveffort by firms
to eliminate excese capacity aed become.more eﬁficient.

The final section of  this chapter discussed the
definitioﬁ of the defense industfial base, its eomponents,
benefits and'costs associated with_its maintenance. Recent
events surrounding mergers and acquisitions were encouraged
by DoD in order to benefit from Cost‘savings. In the spring
of 1998, DoD became concernea_about a loss of competition in
the induStry, “and no - longer ,encouraged fufther
‘consolidation. ~ This concern 'leed‘ to DoD blocking the

attempted merger of Lockheed Martin and Northrop Grumman in

1998.
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'III. EXCLUSIVE TEAMING ARRANGEMENTS

'A. INTRODUCTION

Chapter III defines and provides thé reéSons‘ that
ihdustry forms exclusive teaming arrangements. Next, a
discussion of the existing policies that influence'excluéive
teaming arréngements is provided. The benéfits ahd risks
aéSociated With exclusive teaming arrangemeht‘as identified
| by'Govefnment-and\iﬁduStr?-through interviews and sufvey.

responses are discussed.
‘B. DEFINITIONS OF EXCLUSIVE TEAMING ARRANGEMENTS

What vis -an exclusi&e teaming arrangement? In the
'contgxt of DoD acquisition programs; an exclusive teaming
arrangehent is a business arrangement that is éreated Qhen
two or mOrercompanies agree.tobteam together to pﬁrsue a DoD
‘;procﬁrement program and further agree not to téam with‘aﬁy
‘other competitors for that program. Theée arrangements can
be formed ih a vertical of horizontal4mannér. A vertical

teaming arrangement is an arrangement as defined above that
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existé between prime"contractOr(s) and their sub-tier
contréctor(s) or'A suppliefs. A ’horizoﬁtal teaming
arrangement is an arrangement as defined above that exists_
‘between 1ar§er contractors that would normallyv be in
competition for DoD proéurement programs. [Ref. 1:p.1] A
horizontal feaming arraﬁgement may also invoive large
contractors that préduée syétems, products or that function
as systems integratofs for DoD procurement brograms. The
. § )
cpmbined expertise and production capabilities of these

large contractors may be required to develop and produce

major weapon systems for the DoD.
C. OBJECTIVES OF EXCLUSIVE TEAMING ARRANGEMENTS

The objectives’of exélusi#e teéming ar;angements are to
establish a competitive | advaptage, develop increased
capapilities and remain in the'defense’markét.- First of
all, exclusive teaming arrangeménts may be formed by
industry with the goai of;‘winning a partiqulaf DoD
procurement program. These‘firms would seek to establish a
competitive advantage that Wouldvresult in the development

of a winning proposal and the subsequent performance of the
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contract.  [Ref. 28] Secondly, exclusive teaﬁing
arraﬁgements may be formedy tb develop ihcreased or  new
capabilities that are necessary to provide  innova£ive
solutionsrto DoD.réquirements. Defense syStem'requirements
of today ére often so complex that no single comﬁany'can
satisfy them all. This results in virtually all lérge
Government programs going to teams of cohtractors With
complimentary capabilities. Thirdly, a company may ehter
intob1an exclusive teaming érrangement simply to align
themsel&es with others in ‘the industry in an effort to

remain a viable member of the defense industry.

\ , _
D. STRATEGIES USED TO ACHIEVE OBJECTIVES

JIndustryv may adopt several different étrategies‘ in
‘their efforté to aqhieve these objecti&és.. These sﬁrateéiesy'
are the 'buildipg .-of lcng-term  'strategic}, allianqes,
3developing innovative solutions, and iowering 4life—cycie
| costs. [Ref;,29] /

Thé buiiding of long-term strategic‘alliances éllowé
two or more .companies to leverage their indi&iduai

capabilities'and expertise as well as share investment and
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performance risks. Compaﬁies involved in such an alliance
will become close parfners' over time and will become
critical to each other'é sﬁccess.

‘Another strategy isvto develop innovative solutions\to
~fulfill DoD requifeménté. In today's technological
environment, innovation is critical to th success of any
industry. The defense industry looks increasingly to the
commercial Sectof fér technological aé&ances. [Ref. 30:p.17]

Lowering the life-cycle costs of a weapon system is a
strategy that haé developed out.of'acquisition reform. In
this era of_shrinking requirements and a declining defense

budget, DoD has become very concerned with the life-cycle

costs associated with a weapon system.

E. CURRENT DOD -POLICY

1. Federal Acquisition Regulation (FAR)

The FAR Subpart 9.6 provides guidance related to
contractor teaming arrangements. Specifically in section

9.602 the FAR states:

(a) Contractor team arrangements may be desirable
from both a Government and industxy
standpoint in order to enable the companies
involved to-- '
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(1) Complement each = other's unique

capabilities and

(2) Offer the Government the best comblnatlonl

of performance, cost, and dellvery for the
- system or product being acquired. ‘

-(b) ' Contractor team arrangements may' be
particularly appropriate in complex research .
and development acquisitions, but may be used
in other appropriate acquisitions, including
production. [Ref 11]

This regulation diécusses the benefits associated Qiﬁh
contractbr teamiﬁg‘ thét may be realized ,fér both ‘the
Governmént and industry. It also delineates limitatiohs in
sectioﬁ 9.604, specifically:

Nothing 'in ' this subpart authorizes contractor

teaming arrangements in violation of antitrust

statutes or limits the Government's right to--

(a) Require consent to subcontracts; ‘

(b) Determine, on the basis of the stated
. contractor team arrangement, the respon31b111ty of

the prime contractor; »

(c) Provide to the prime contractor data rlghts

owned or controlled by the Government; _

(d) Pursue its policies . on competitive

contracting, subcontracting, and = component

breakout after initial production or at any other

time; and

(e) Hold the prime contractor fully responsible

for contract performance, regardless of any team

arrangement between the prime contractor and its

subcontractors. [Ref 11]

The treatment of this subject by the FAR appears to be

- balanced and complete. The issues of antitrust and pursuit
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of competition policy aré covered and there is no question

of ambiguity.
2, OUSD (A&T) Antiéompetitive Teaming Memorandum
Until January 5, 1999, the DéD had‘not issuéd specific
guidance on eXclgsive teaming arrangements. On that date
Dr. Gansler, ' Under Secretary of Defense (Acquisiﬁion & -
Technology) issued an .Apticompetitive Teaming policy

P

memorandum./The text of this memofandum is provided in the
Appendix.

Dr. Gansler's primary concern was that the formation of
exclusive teaming arrangeménts  "have the potential of
resulting in inadequate competition for our contracts."
[Ref. '1:p.1] Dr. Gansler's memorandum ‘is specifically
:concerned with the preservation of adequate competition. It
states, "Whilé'dur'preference is to allow the private sector.
to team and subéontfact without DoD involvemeht, there are
- circumstances in which we must intervene to assure adequate
competition. [Ref. 1:p;1]

The memo‘diécusses strategies:for prbgram managers and
contracting officers ﬁo ensure that thé Govérnment obtains

"robust competitioh." These strategies consist of early
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notification (at pre-solicitation meetings and in Requests

for Proposals) of potential contractors ’that"any' teaming

- arrangements will be ‘"scrutinized for its potential to

inhibit competition." [Ref. 1:p.1] This increased scrutiny -

may have a detrimental effect by reducihg the willingneéS of

some companies in the industry to compete for DoD contracts.

Examples of recent situations are included in the text

of the memo. The first example revolves around the issue of

unique capability. In this caSe, the program office

-required the dissolution of the exclusive teaming‘

arrangement because other potential offerors considered one

of the team members essential for successful performance...

The second example is the DD-21 procurement. - Initially,

three companies, General DYnamics Corporationfs‘Bath Iron

Works; Litton Industries Ingalls Shipbuilding, Incorporated

and Lockheed Martin ‘Corporation's Government Electronics

Systems unit established an exclusive teaming arrangement.

This combination of these two shipbuilders and one systems

integrator was considered to be a "dream team." [Ref, 2:p.

5] 'Raytheon Company complained that this team cornered the

multibillionédollar electrdnics/systems integration work on
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this coﬁtrect. DoD étepped in and directed Ingalls and Bath
to form a second team with Raytheon vand compete egainst
Lockheed Martin. The thifd example provided in the memo
resulted in the prevention of a sole-source situation where
one syétems engineeriﬁg eontraCtor who enjoyed a significant
advantage in a potential competiﬁion»was advised thet it
couid only compete if it made its expertise available to
other contractors, even if it participated on one "team."
[Ref. 1:p.1] |

Dr. Gansler's memo also reviewed the technique of
utilizing a ‘"consent to subcentract" clause‘ when the
contracting officer considers it necessary. 'Subpart 44 .2 of
the Federal ’Acquisition Regulation (FAR) ©permits the
inclusion of this clause when certain critical eubcontracts
require surveillance. The assﬁrance of adequate competition
at the subcontractor level is an issue the contracting
offieer should be concerned about.

Dr. Gansler announcea‘a requested change to the FAR,
specifically the ylisﬁ of - pfactices that may evidence a
violation of‘antitrust laws: The following pfactice will be

added as evidence of an antitrust violation:
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...exclusive teaming arrangements, if one or a
combination of the companies participating on the
team is the sole provider of a product or service
that 1is essential for contract performance, if
efforts to eliminate such arrangements are not
successful. [Ref. 1:p.1]

3. DCAA Anticompetitive Exclusive Teaming
Arrangements Memorandum

The Defense Contract Audit Agency issued a memo on 30
March 1999 on the subject of anticompetitive exclusive

teaming arrangements. - The memo provided directioﬁ‘ to

auditors in the following paragraph.j

When auditing a contractor's records in accordance -
with Government auditing standards or providing
financial advisory .= services, auditors may
encounter or receive from other ‘sources,
information - constituting evidence or causing
suspicion of an exclusive teaming arrangement.
Sources = of information may include company
employees, -disgruntled participants, or others
making allegations by letter, telephone, personal
visit, or through a third party. If information
received from any source indicates an exclusive
teaming arrangement by a contractor, promptly
notify the contracting officer. If contracting
officer efforts to resolve an anticompetitive
exclusive teaming arrangement are not successful,
the auditor should follow the guidance contained
in CAM 4-705 and promptly submit a referral using
the procedures set forth in CAM 4-702.4. [Ref
31:p. 1] ‘ : o

This memo provides more evidence of DoD's concern

regarding exclusive teaming arraﬁgements that inhibit
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competition. Contract }Audit, Manual (CAM) 4-705 provides
guidance to DCAA auditors byiidentifying contractor actions
‘that are considered anticompetitive procuremént practices.
CAM 4-702.4 provides the auditors with procedures for
referring suspicion of fraud, corruption or unlawful
activity relating tO aGovernment COn;ract.

4. DoD Directive 5000.1 & Instruction 5000.2-R

The March 15, 1996 revision of these documents
incorporated the Dbasic tenets of acquisition reform5
Specifically, the reasén for'this revision is: |

to define an acquisitioh environment that makes

DoD the smartest, most responsive buyer of the

best goods and services, that meet our

warfighters' needs, at the best dollar value over

the life of the product." [Ref. 32:p. 1] ‘

—Whilevthese documeénts do not specifically address the
issue of exclusive teaming arrangements, the six themes that
run throughout thé\documenpsAdo support acquisition reform.
The six themes are 1) téamwork, 2) téiloring, 3)
empowerment, 4) cbst as an independent  variéble,~ 5)
commercial products, and 6)'beét practices. [Ref. 31:p.>2]

Two of these six themes, teamwork and best practices,

support the use of teaming arrangements by 'industfy.
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‘Teemwork involving "all participaﬁtS" on cross-functional
teams is encouraged ana seen as a tool to‘“maxihize overall
performance" ahd"provides "the highest opportunity Efor
- success of che piogram. This cohcept is applicable not only
to relatioﬁéhips*between Government éﬁd induetry but aleo
within industry itself. | The avoidance of mandafing
Goverpment unique oversight systems is one of the central
.issues‘essociated with\best practices.- The Government muSt
adopt "a‘simplified and flexible management procecs, modeled
cn souhd business practices. These socnd business'practices
[must._be ‘taken into account ‘when aeyelcping acquieiticn ;

.strategies and contract arrangements.”i,[Ref. 32:p. 3]
F. BENEFITS OF EXCLUSIVE TEAMING ARRANGEMENTS

1. ‘Reduced Costs

The formation of an exclusive teaming arrangement,‘
either vertically or horizontally, will result in redcced
ccst to the Governmentl [Ref. 33] Ic a horizontel exclusive
teaming arrangement, efficiencies gained b? reducing excees
capacitY‘ wiil iimprove both short ,term and 1ong cerm
»‘productivity, which will 'reduce,'overail costs’ to .all

customers,‘including the DoD. Each team nember will be
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given responsibility to perform the functions that it does
best. [Réf. 34] In a‘verticai exclusive teaming arrangement,
" many costs incurred at the subcontracto; and supplier levels
may be reduced due to the long-term commitment associated
with the teaming arrangement. These cost include: recurring
bid and propdsal -costs, reduced costs associated with
economic order quantities, learning curve and possible
level-line pricing agreementé.‘[Ref. 35]

2. Competitive Advantage

Possibly 'the most obvious’ advantage).from industr?'s
point of view and the source of concern for DoD is the
benefit of competitive advantage. [Ref. 291] vBoth
horizdntally and veftically; the companies involved in an
exclusive teaming arrangement will seek to‘téaﬁ with strong,
financially secure, provéh performers that provide
additional capabilities. These firms seek to capitalize on
the synergism of the respective technical and managerial
skills of the team members. [Ref. 361 The name of the game
is competition and these firms form teaming arrangements to

win the Government contract.

42




3. Inndvation

The combination of the vérious capabilities of the team

members may lead to the development of a teéhnically

3

innovative’idea or»procéssbthat otherwise may not have}been
dévelqped at thatwtimé. [Ref. 37] AnliﬁnovgtiVe s¢1uti6h'to‘
a DoD‘réquirement may be deVeloped utiliZing the integrated‘
capabilities énd the technical'synergy of ﬁhose COmpahies
involved’in the teaming arrangement .

4. Management Practices

Companies involved in teaming arrangements ‘have £hé
-advantage of being exposéd to and learning ‘thé béét
management practices froﬁvothef firﬁS‘on the team. [Ref,«38]
The team members may de&elop new managerial ideas or methods
to improve’the effectiVeneés of the‘team as a whole.

5. ’Stabilitiur |

A firm's inclusion as a member of an exclusive teaming
‘arrangement, may provide that compaﬁy stability in the form>
of fuﬁure production of its products of its association,With
an industry leader. [Ref. 35] If the‘feam is suécessful,:the:
'long—tefm relationship’that is formed, either Vertically ér
horizontally, will provide the members with a more stable

future in the industry. [Ref. 38]
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6. Tailoring

The establishment of an exclusive teaming arrangement
will éllow the members to create a "virtual company." [Ref.
39] If the teamrwere successful in winning the award of a
major defense procureﬁent program, that team would enjoy the
potential to participate in future buys 'of ,thé enhanced
versions of the prOQuct or in the next phaée of the progrém.
Companies would be able to "tailor" the membership of a
specific teaming arrangement to meet the requirements of a
specific DoD procurement program. Companies at all levels,
ffom prime to supplier, could be teammates on one progfam

and competitors on another.
7. Preservation of the Defense Industrial Base

Teaming serves to preser&e the industrial base for
future competitioné. After é winner take all competition,
the unsuccessful offeror is likely to withdraw £from that
linebof business. [Ref. 40] .This would iead to a smaller
number of firms competing in the market. If a teaming
arrangemeﬁi had been formed,‘the companies involved in that
team would share the risk associated with pursuing the

procurement. [Ref. 41]
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8. Pelitical Support

The estabiishment of multi—firﬁ teams fromjdifferent
geographical locetiohs may result in more ‘Congressional
support. [Ref. 35]- Members of Congress play an activerrole’
by infiuencing what precurement programs are authorized ana
how much money is appropriated to those programs.

G. RISKS ASSOCIATED WITH EXCLUSIVE TEAMING
ARRANGEMENTS

1. Reduced Competition

The probleﬁs that may be eaused by the reduction in
competition »include: further shrinking‘ of the industfial‘
base, increased cost of procuremenﬁ due to a leCk of.ppice‘
competipien, and e lack ef innopation. [Ref. 42] The
establishment Qf exclusive ﬁeaming arrangements may poesibly
: createian actual or perceived "dream team; and effecti&ely
reduce the number of cbmpetitors by driving them away from
, the marketplace. [Ref. 33] Over time the redﬁetion‘ in
competiters' weuld lead ﬁo. fewer firms’veﬁd thus }woﬁld,

eventually, result in a sole-source situation.
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2. Compromise of Proprietary Information

The sharing - ofv proprietary information  between
teammates in an exclusive teaﬁing arrangement is controlled
by the use of "firewalls." [Rgf. 43]‘vThese firewalls'ér
barriers are put in plaée tdxprevent the transmission of
unnecessary information to other members of the team. The -
idea is to share_bﬁly the information necessary to pgrform
the contract; Obviously, this‘inférmation is shared only in
an exclugive teaming arrangement. The number and complexity
of the teaming arrangements that have developed in industry
is making the deéign and conﬁrol of these firewalls more and
more difficult. [Ref. 43]

3. Poor Performance by Team Member

Companies involved in an exclusive teaming arrangement
are exposed to thé risk of’non-award based on poor past
performance of another team member. [Ref. 351 Andther
poteﬁtial risk is that the teaming arrangement is only as
strong as its weakest member and ﬁhat "weak link" may résult
in inefficiencies. [Ref 36] This "weak link" problem could

be a serious problem in both hbrizontal and vertical

arrangements.
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4. Government Rejectioﬁ as Anticompetitive

From industry's point of view, the rejection of an
exélusive teaming arrangement. that is detérmined of
perceived to be anticdmpetitive presenté-significanﬁ risk.
[Ref. 44] The breakFup of an already lformed exclﬁéive
teaming arrangement by the'Departmeng Qf JUstice,zFederal‘
Trade‘CQmmission,‘or DoD wou;d cause Seve#alprbblems. [Ref.
45] The Government directed break-up of such,arrangeméhts
inadverténtly could.\result ‘in technical'.leveling‘(and
‘trénsquionu [Ref..BS]F.Also,‘a.-significaht investﬁent‘ in
: timevand money would be loét if the téam were dismantled;

‘5. Effective Teamwork

The failure or: inability of team members to work well
togethér aé a teaﬁ would create problemé forvthat team‘and
ma?’result in a significéntlyiless efficient prdcess; [ﬁef;
46] This ineffiéiency may impact'innovation, échedule'and

- would most likely create increased costs.

H. CHAPTER SUMMARY

This chapter has defined both vertical and horizontal
exclusive teaming arrangements -and discussed the reasons

_ industry forms . these teams. These objectives are ' to
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_establish a competitive édvantage, devélcp increased
capabilities and to remain in the market. It élso explored
the strategies ﬁtilized by. industry .to achieve - these
objectives. |

The chapter "also éxamined the current DoD policies
regarding teaming érrangémenté.' Policiés do not uniformly
. ) ‘(' . »
 support or oppose teaming arrangement, which creates some
gquestions as to when DoD favors or discourageé the use of
teaming arrangements.

Lastly, the chapter preéeﬁts benefits and riské
associated with exclusivé teaming arrangements as identified
by DoD and industry procurement officials. The researcher -

collected these data through telephone and personal

interviews and survey questionnaires.

48




IV. ANALYSIS

A. INTRODUCTION

.This chaptér provides an analysis of the concérns,
'benefits, risks and methods for risk mitigation ééSociated
with excl@Sive teaming arrangements bétweén‘ DoD  and -
industry. To facilitate this analysis, thé researcher will

compare DoD's responses with those obtained from industry.

~ B. COMPARATIVE ANALYSIS OF CONCERNS

DoD concerns regarding exclusive teamihg arrangeménts
are loss ilof competitiOn, increased costs, reduced
innovatioh, and the size of the defense industrial base.

The ieductiqn or élimination' of competition .that
results from the formation of an exclusive teaming
arrangemént is the primafy concern ‘of DoD. The issue
’révolveé around the formation of ateamlthat p¢ssesses a
compétiﬁive advantage so significant thét other botential
offerors will not enter into the compétition beéause thefe

appears to be little chance for them to win the contfact
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award. As this situation becomes more prevalent, fewer and
fewer firms may participate as offerors on Jdefense
procurement programs  This decreases the number of
éompanies that activély participate in the defense industry.
These companies' may’,simply leave. the defense market and
shift their focus to the commercial marketplace. DoD is
concerned that this further reduction in firms actively
involvea in the defense industry éventually leads to an
increase 1in sole-source procuréments.- This concern has
developed Because'of the dramatic reduction in the defense
industry that has oécurred due to the decline'in the defenée
budget since 1985.

DoD is.aiso congerned about increased cQsts that are
associated with féduced competition. As the number of firms
actively involved in the defense industry becomes smallér,
the incentive fér those firms'to reduce costs becomes less
powerful. This longer-term viewpoint lqéks at the industry
in the future and the possibility of a sole-source supplier
or contractor definiqg'the market and DoD paying for higher

prices for required goods and services.
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Reducedvinnovation is closely related to the isSue of
increased costs. The smailer the humbér.of fifms in’the‘
défense industry, the less important innovation becomeé'to
those firms.‘\The firms do not feel as much pressure tobbome
up withv an innovative ~idea ‘to- keep ahead ofv their
competition. .This may result iﬁ the stagnationz of
técﬁnology ih the defeﬁse industry. One of the initiafives
of aééuisition'reform is to reiy on industry tp‘come‘up Qiﬁh
solutions to Govefnﬁents needs. DoD is conderﬁed that one
reﬁaining contractbr will limit, not only its éhoice atjthe
timé‘ of award, but also, the introductién‘of"new“and
~different approachés to fulfill their needs.;

The size of the defense industrial baée is an obViOuS“
issue and the reason thaﬁ the other concefns,ekist. fThe
,decling in the defense budéet and the corresponding
reduétiqp in demand for defense spécific prodgéts ﬁaﬁe‘:
shaped the size of the industry. Until both the budget>and
demand incréases significantly, the defehsé indﬁsﬁry wili'be
forced.to trim exceés capacity and incfease efficienciesf

Industry concerns fegarding | gxclusi&e»v teamihg

arrangements are Government break-up of team, protection of
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proprietary iﬁformétioh, insurmountable competition, lack of
partners with which. to teém, and limitations imposed by
arrangement.

Government break-up of an exclusive teaming arrangement
is the primary concern of industry. The existence of this
concern stems from the DD-21 program and the break-up of the‘
"dream team." As/these companies become larger and larger
and the number of qompetitors bécome fewer and fewer, they
must_ consider the potentiél for Government intervention.
. The transfer of ?echnical daté that occurs between team
partners may end up damaging the competitive position of one
of the‘companies if the team is broken-up. This may provide
one or more firms wiﬁh a technical transfusion and/or result
in tééhnical leveling between two or more éompanies in the
same market. Thg bid and proposal costs associated with the
téam's proposal would be wasﬁed if the team were broken-up.
For these reasons, industry seeks informal approval of the
teaming arrangement from Government before the firms are
pléced in a situation where technical déta are shared or a

significant amount of money is invested in developing a

proposal.
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The 'protection' of‘ proprietary information is a Very
_ important concern for industry. A firm's propriefary
iinformation is the basis for its comﬁetitive “advantage.
When companies enter into exclusive teaming arrahgemeﬁts,
kvery complicated and wéll thought out "firewalls" ére put in
‘”place, These‘"firewalls" are designed'tp allow the partﬁers
in a team to be able to access only information required‘fdr
- the specific proposal or project on: which ﬁhe. team is
collaborating. The develobment aﬁd establishment of these
"firewalls"’ére the responéibility of_each firm and they,all
take this functioﬁ very seriously.

Firms within the defénse industfy are.alsoldoncerned
vaboﬁt insurmountable competition. If a firm‘is uﬁablé to
- compete because of an exclusive teaming érrangement formed
by other companies, they are frozen out of‘the ébmpetition.
In this era of Qeduced defense budgets, 'dompanies a?é
seeking';partners to teaﬁf with in pursuit of th¢  limited
nﬁmber of procurément programs. Iffa firm doés not pértner
'witﬁ étrong teammates or tries to compete by itself, they

"may be at a disadvantage .when compared to other COmpetiths.
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‘Lack of partners with which to team is another concern
voiced'by industry.v Due to the smaller pool of defense
contractors, firms are at risk of having no oﬁe with which
to team unless_they actively seek the formation of teaming
arrangements. The use of'exclusive teamihg arrangements has
increasea as the industry has censolidated; bThe limited
number of firms available in the defense industry makes the
teaming decision very important. If a company does not form
an alliance with others relatively quickly,’there may not be
any firms remaining with which to team. Firms are willing
to share the prize of a contract award, because, through
teaming, they are able to share the risk associated with the
expanded use of performance specifications.

Ihdustry is also concerned about the limitations
imposed by an exclusive teaming arrangement. Some firms in
, industry»showed reluctanee to becoming involved in exclusive
.teaming arrangements because lthe firm's options become
limited by the agreement. This is most notably the case at
the component or sub-system level. For example, if a
manufacturer ef a sub-system or component enters into an

exclusive agreement with a firm or group of firms and that
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team is not awarded the'contract;'the demand fdr’that sﬁb-
system or éomponent ejaporates; In this» case, the
manufacturef of that gompoaent or sub-system is betterboff
-nqt being éxclusive with any team, butvraéher should ?ffef
its product to all competitors.

Table 1 presents the concerns regarding exclﬁsive
teaming arrangements of both DoD and industry.

TAB#E 1.

Concerns Regarding Exclusive Teaming Arrangements

Department of Defense Industry

¢ Loss of Competition |e Government Break-
e Increased Costs up

e Reduced Innovation e Proprietary

| e Size of the Defense Information
Industrial Base e Insurmountable
Competition

e Lack of.Partnérs
° Limitatiéns of

Arrangement

~ Source: DoD and Industry‘Survey Response/Interviews
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'ﬁoD's concerns are ali related to the issue of’
competition, ~while industry is concerned about profit,
unnecessary loss of proprietary | data, as well as
competition. The researcher believes that all of these
concerns expressed by DoD and industry are valid and present
.risks to both groups. Competitionr is ' one ofA the
cornerstohes of Govérnment facquisition. The lack of
competition in industry causes DoD great concern. The other
concerns raised by industry ére also very‘important. ' The
profit motive in industry pushes contractors to maximize
their profits and minimize their costs. The Government
break-up of a proposed teaming arrangemént would be costly
to the contractors involved and may result in.the disélosureA
of proprietary information to the pfopoéed teammates.
Further analysis of the risks and methods used to mitigate

* those riské will be presented later in this chapter.

C. COMPARATIVE ANALYSIS OF BENEFITS

Benefits enjoyed by the DoD as a result of exclusive

teaming arrangements are  reduced costs, innovative
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soiutions, preservation of the defense industrial base, and
political support from Congress.'

Reduced‘costs obtained through the reduction ef excess
~cabacitY provide a‘significant'benefit for tbe boD. tThe
agreement reached by the members of an exclusive teaming
arrangement specifically defines and = delineates flthef
responsibilities of each team memberf The profit mdtiVe;
‘pushes this aivision of ‘responsibilities to ‘the ‘mest
efficient level possible andA the Governmentb wiil benefit’
from this increased efficiency.

DoD benefits from the innovatime solutions generated by
the exclusive teaming arrangement. Members.qf the teaming
arrangement bring their individual‘capabilities and ideae to-
the team. Company's individual capabilities and ideas afe'
what make the coneebt of a teaming arrangement sb‘effective;
Members of an exclusive teaming arrangement-Wiii mest likeiy
poesess complementary capabilities‘that enable-the team to
eXﬁlore and develop new and innovation solutions to fulfili
DoD requirements;: This»synergy of capabilities andvideas

serves as a catalyst for innovation.
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The existence of multiple firmS'in exciusive teaming
arrangements in effect preserves the defense industrial
base. The number of firms that are positively affected by
the contract award ié greater in a team environment than in
a single firm competition. If DoD did not allow firms to
fdrm.teams and a winner take all cOmpetition were conducted,
the winning firm would be the only company to benefit‘from
the Government contract. The non—selééted firms would be
forced to compete von other procurement programs, rely
increasingly oﬁ the commercial sector, or abandon its
efforté in the defense'industfy. va defense industry firms
enter into mulﬁiple exclusive teaming arrangemenﬁs With
different companies, they  will have a greater chance of
winning contracts from the DoD and remain engaged in thé
defense ihdustry. |

Another benefit enjoyed .by DoD is the increased
political support frbm Congress for procurement programs
that support multiple firms from. multiple distriéts.
Defense spending means jébs for the élected official's

conétituency and that Congressman will be - supportive of
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those prOcufémeng programs that have a ‘positive> ecbnomic
éffect on his or her district.

Benefits enjoyed by‘industry as a result of.exclﬁéive
teaming ‘arrangements are coﬁpeﬁitive‘ advantage, reduqed
costs, 'innovative solutioﬁs, vdevelobment of .maﬁégeméﬁt
practices, stability,ktailoring,-preservaﬁion éf the def;nse
industrial base, aﬁd political suppoft ffom COngressf

The benefit of coﬁpetitive advantage is very important
to industry. ‘Companies in the'defense indﬁsﬁry seek tb teém
wiﬁh financially secure, proven pasﬁ pérformers, that bfing
}new capabilities' to the partnership. The. degree’ of
competitive.advantage‘is crucial to bothvindustry and.ﬁob.
va an exclusive teaming arfangement would 'wenjof .é
competitive advantage that is considered too significantifﬁr
others in the industr§ toovercome, DoD would not'éupport‘
that team and“coﬁsidér it anticompetitive. It becomés vital'
’for iﬁdUstry to predict,'just howv much of a competiﬁive
advantage is too much aﬁd develop their teaming stratég§ in
such a>way to‘avoid Government intervention.

Cost reduction is another benefit enjoyéd by industry.

‘Through the formation of an exclusive teaming arrangement,
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the'team members Wiil do that which it does best. This
results in enhanced efficiency and economy in berformance.
Costs are also reduced as a result of economic order
quantities and through efficiency vbrought about by
"learning." From the vertical point of view, the prime
contractor enjoys lével—liné pricing 'and the long-term
relafionship reduces recurring bid and proposal costs.

Tﬁe creation of innovative solutions is one of the
primary ways that a competitive advantage is gained.
Members of an exclusive ﬁeaming arrangement bring unique
technical capabilities to the team and.a well-formed team
capitalizes on the synergy created by the mixing of the
technical expertise.

The manégement skills and strengths of the team members
are shared to develop effective maﬁagement practices. This
benefits the team by making the organization more effective
and efficient.

The formation of an exclusive teaming arrangement
provides stability to the members because ﬁhéy will develop
‘long-term business relationships while working on the

procurement program. The members of an established'team
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feél‘ more comfortable working Qith each other on 'fﬁture
‘,projects aﬁd so, Fhey will benefit from the cqntinued
relationship in the future.

‘Since‘companieslare lookiﬁg to‘establish a competitivé
édvantage; exclusive'téaming arrangemehts ma& bé taiioréd to
a' particular' procurement. ‘firms }ook for spedific
capabilities in their teammates that help them 'win: the
contract a&érd. This tailoring produées mény situations
where teamﬁates‘on one project may bé pompetitorson'another
procurement program. For éxample, Boeing MCDonnell bouélas
/and Lockheed Martinkare'téammates on the F-22 procurement
and, at the saﬁé time are competitors for the Joint Strike
Fighter (JSF).‘

Industry enjoys the benefifs \Qf preservatidn Sf "the
defense industrial base éﬁd the .political ‘support ’from
Congréss fcrvthe same reasons as pointed out earlier during
the discussion of the benefits to the DoD.

 Table 2 préSents the benefits éséociated with exclusive

teaming arrangements of both DoD and industry.
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TABLE 2

Benefits Associated with Exclusive Teaming Arrangements

Department of Defense Industry
e Reduced Costs e Competitive
e Innovative Solutions Advantage

e Preservation of the |® Reduced Costs

Defense Industrial e Innovative Solutions
Base . e Management Practices
e Political Support e Stability

e Tailoring

e Preservation of the
Defense Industrial
Base

e Political Support

Source: DoD‘andvIndustry Survey Response/Interviews

The benefité identified by DoD were also pointed outvby
industfy. The four benefits the two groups have in common
benefit each group in different ways. To DoD reduced costs
translate into a more affordable progrém while reduced costs
mean greater efficiency for industry. Innovative solutions

provide the DoD with higher performance, more reliable
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defense “hardware. Induétry benefits frdm innovative
solutions by gaining competitive advantage and:establiShing
a repﬁtation for excellence. The benefits éf preservation
of the Defense Industrial Base and increased political

support provide both DoD and industry with viable futures in

the procurement of weapon systems. .

Industry identified the additional benefits .5f
competitive adﬁantage, managemént practiceé,‘stability‘ahd‘
tailoring.v The profiﬁ motive that exists in industry is the
basis fof .these benefits. These benefits may result in
increaséd harket share, economies of scale, sharing of ébst,

schedule and performance risk, long-term strategic

‘alliances, and reduction of excessb capacity. All the

benefits identified by DoD and industry are valid and do

provide DoD and/or industry with tangible bénefitsQ
D. 'COMPARATIVE ANALYSIS OF RISKS

Risks that DoD is exposed to as a result of exclusive
teaming arrangeﬁents are reduced competition, increased

costs, and lack of innovative solutions.
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The risk of reduced competition due to the formation of
exclusive teaming arrangements revolves around the issue of
competitive advantage and insurmountable competitibn. If
industry forms exclusive teaming arrangements that "freeze
out" the competition and the oﬁher potential offerors choose
not to submit a proposal, DoD is forced to deal with reduced
competition.

The risk of ipcreased costs for the DoD as a result of
exclusive teaming'arrangements occurs when and if there is a
lack of adequate competition. If the DoD is placed in the
position of }making' a sole—source proCuremént, whether a
single firm or an exclusive teaming arrangement is‘involved,
the Government must shoulder thé rigk associated with a lack
of incentive for the contractor to reduce costs.

The risk associated with the 1lack of innovative
solutions from the contractor also results from being forced
into a sole-source procurement. This‘risk is parallel to
the risk of increased costs.

Risks that industry ise exposed to as a result of
exclusive teaming arrangements are Government rejection as

anticompetitive, compromise of proprietary information,
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reduction of competition, poor performance by a team member,
and-lack of effective teamwork.

Industry feces the risk that the‘Government may break-
up the exclusive teaming arrangement as was done in the’ﬁD-"
21 case; _Industry now proceeds winh cantion when forming én
eXclusive teéming arrangement because they want to preteet
against the unneceesary disclosure of proprietary datafend
feduce the potential for lost bid and proposai cests.

‘The compromise of proprietary'infe?mation is anqther
risk for industry. The teaming agreement mnst'be erafted in
such a way to protect the unnecessary dis,clo‘snre .ofban-y
proprietary data that is not specifically relatedbtothe
- team's project.

Exclusive teaming arrangements have the pOtential'te‘
create an environment where ﬁhere is less competitionnf~1f
theiteans are made up of many firms; there will be fewer
teams and therefore less’-conpetition. Aiso; as steted‘
befOre; ifithe industry leaders join up to form.a “dfean”
team" the others in the industry will netbheve:tne ability

to compete with such a strong team.
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Firms are elso placed at risk due to their relianee‘on
the performance of their teammates. If the performance of a
team suffers because of the poor performance of one of the
members, that poor performing member becomes'a liability to
the others and Qamages their reputations and potential for
future contracts. This may also resﬁit in more internal
disputes and fingerl pointing when contract performance
begins to suffer.

Lack of effective teamwork is another type of risk.
When two or more erganizations combine their efforts on a
project, there is the potential for the differenCes_in the
organizations to cause inefficiencies and/or result in less
effective outcomes. The blending of two or more management
systems may prove to be a dauntihg task and firms involved
must treat this matter seriously to ensure the success of
the teaming arrangement.

Table 3 presents the risks associated with exclusive

teaming arrangements of both DoD and industry.
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" TABLE 3

Risks Associated with Exclusive Teaming Arrangements

Department of Defense Industry

® Reduced Competition |e Government Break—up

¢ Increased Costs e Proprietary
¢ Lack of Innovative Information
Solutions - e Reduced Competition

e Poor Perfdrmanée of
Team Member
e Lack of Effective

Teamwork

Sourée: DoD and Industry Survey Response/Inﬁefviews

The .only risk that was identified by‘ béth DoD .and
industry @és reduced competition} This is the most
significént risk'from DoD's point of viewibecéuée of‘the
imﬁprténce placed on compétitioﬁf Industry views this riék
from the lack of competitive advantage viewpoint, as injthe
caée of trying to compete against a "dréam team." 'The

researcher believes all the other risks that were identified

were valid, however, it is interesting that théy are either

DoD or industry specific. .DoD sees the risks from a lack of
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competition viewpoint where the risk exposures are higher
costs and lack of an incentive for innoVation. Industry on.
the other hand, is'eXposed to the risk of Government break—
up of proposed tééming arrangements, which would result iﬁ'
the disclosure of ,propfietafy information to firms that
would no longer be part of the team. The other risks are
associated with teamwork and the reliance on the performance
of other members of the team. Industry sees all these risks

as threats to profit and survivability in a declining

market.

E. COMPARATIVE ANALYSIS OF METHODS OF RISK
MITIGATION '

Methods of risk mitigation used by the DoD are market
research, mandating competition,  communication, and
development of effectiveiaéquisition pléns and strategies.

The use of market fesearch is a method for risk
reduction used by the DoD. Understanding the market you are
dealing with will pfovide the Government with much
information régarding the ’products or services required.
This information inciudes: who provides it, how much does it

cost, what technology is ‘involved, and what are the
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alﬁe;native solutioné; Efféctive market research is
essential‘ to {thev Government in understanding what is
‘aVailable 'and éssists the program office in- thei éarly
planning stages of the acquisitiqn program.

DoD is controlled by reguiatory'aevices thét ﬁaﬁdate
competitibn. in procurehent programs." The .Competitibn in
Contracting Act _ (CICA)’ of 1984 allows -ﬁnsuccessfﬁl'
cont;actors to .protest if they consider ‘the competitign
unfair and; the vSherﬁan Anti-trust Act -is designed? to
~protect the competitive éysﬁems inherent ' in capitalism;’
‘These reéulations‘reduce the'risk asséciated with the award
of abcéntract’in an anticompetitive environment.

Open communicatidn with the'bdefense vindﬁstry ‘and
poﬁential offerérs on a procurement program is aymethod ﬁsed
by DoD‘tQ Qain in;ighﬁ on possible teamingiarrangémeﬁts.
The use of presolicitation gonferenceé and draft requesfs
for proposals piovidés the Government with eariy indications
of potentiai probléms with éxciusive teaming arfangementé.

The development of ~effective acquisition:'plans kand
strategies are valuaﬁlé tools that are used to mitiéate

risks associated with exclusive teaming arrangements. The
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information gathered Aduring market research assists the
‘Government in developing acquisition plans and strategies
that foster competition by‘encouraging industry to provide
the best solution to fulfill DoD's needs. An effective
acquisition plan must identify the milestones at which
decisions must be made. The acquisition plan consists of
the acquisition baCkground and objectives and a plan of
action. The acquisition background and objectives describes -
how several factors are considered in determining feasible
alternatives. ; These factors include costs, performance,
delivery, trade—offs, risks and efforts to streamline the
process. j The plan of action incorporates all the
considerations that are vital to the program's success.
Some of these considerations are sources, competition,
source selection, 'budgeting"and funding, contracting,
logistics, make or buy decisions, and test and evaluation.

A vital considerationlcontained in the acquisition plan
is the problems associated with incentivizing sole-source
contractors or teams to control costs and develop innovative
solutions to meet Government needs. | There are several

strategies or actions that will serve to mitigate this risk.
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One strategy involves using earned value‘management as a
means of cost, schedule and technical performance riSkv
mitigation. ‘This wiil provide insight to thé.contraqtof or
team's péfformance and alléw for theAfocusingkéf attenfion
where it is.needed. | |

The>use of incentive and awardlfees afe effective tools
that are‘ used to incentivize contractor; perfdfmanéé. ; An
incentive fee is used to motivate a contractof to éarn more
compeﬁsation by achieving better performance éndm by
controlling casts.4 The incentive amount‘is determinéd 5y a
vspecific formula based upon cost'of'pefﬁormance-objectives;
An incentive ‘feé is an effective method to achieve‘
performancé.goals.

An award fee is used to place priority on ﬁhe specific
elements of the coﬁtract‘that the GoVefﬁmeﬁt deems importaﬁt
and will pay an award fee. The award.fee is subjectiﬁe;and
~is based upon after-the-fact evaluationé to determine:thé
amount of the award.

Thev'estabiishmentv and tracking of key performance
parameters developed from the' Opefational Requirements

Document (ORD) will provide a "tool that can be used  to
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incentivize the céntractor ‘or team to develop ‘innovative
solutions.

Another method of risk mitigation is the use of Cost as
an Independent Variable (CAIV) which sets cost objectives
that allow for the trade-off between cost, schedule .and
performance. CAIV is designed to expand the trading space
between the threshold requirement and the objective. This
allows for the incentivization‘of the contractor or team to
reduce tétal life-cycle costs and thus, mitigates the risk
of a cost overrun. |

Methods of fisk mitigation used by industry are careful
selection.of teaming partner, thorough'review of proposed
teaming agreements, création of effective "firewalls" and,
prior informal assurance that the Governﬁent will not break-
up desired teams.-

Ca;gful selection of teaming partners is vital to the
success of the exclusive teaming arrangement. A firm
considers several factors when looking for avpartner. Thesé
include. past performance, financial health, reputation,
assets and facilities, and management practiqes. Each firm

involved in a teaming arrangement conducts a due diligence

72




inquiry to“assess these 'very issues and -attempts‘ te
determine ‘the risks and benefdts assoeiated withd an
exclusive teaming arrangement.

The agreement‘ itself is ‘reViewed tnoroughly\*and;
negotiated by each party in the teaming arrangement. ‘Each
company ensures the agreement is acceptable and serves:the
interests of their firm. Each eompany‘must be'mindfui ef'
the requirements and limitation ,of the exclusive teaming
‘arrangement.

The establishment ofx"firewalls" to protect proprietary«
informationaand data is widely used in industry. As'the.
number of teaming arrangements increase, the complexity ef‘
tne "firewalls" also increases. Members of an‘exclusive
'teamingbarrangement’on one project may be cqmpetitors on
another project. These situations complicate the process'df
establisning the'beundaries of thei"firewalls." | |

The defense industry seeks early‘ assurancei from the
: Government that the teaming,arrangement will not be viewed
as anticompetitive. The antitrust issue is a showstepper
and-’industry is very sensitive 'to this. Any intormal

indication of antitrust concerns from the Government willjbe
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taken very seriously and may end the potential formation of

an exclusive teaming arrangement.

Table 4 presents the risk mitigation methods associated

with exclusive teaming arrangements of both DoD and

industry.

TABLE 4

Risk Mitigation Methods Associated with Exclusive Teaming

‘Arrangements

Department of Defense Industry

e Market Research e Selection of

e Mandating . Partner(s)
Competitionv e Review of Agreement

e Communication ] Effective‘

e Effective . "Firewalls"
Acquisition Plans e Informal assurance
and Strategies from Government

Source: DoD and Industry Survey‘Response/Interviews

The methods for risk mitigation identified by DoD and

industry are completely different. The motivations behind
these methods are also different. DoD's goals are
~controlling the environment, gaining insight into the

market, technology and contractors' operations, as well as
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developing effecﬁive 'pefformance’ incentives." indﬁStry
serves the goals of self-interest and profitability.-

By mandating/competition, DoD cOntfols the enyironhent
to gain the benefits associated with a competitive
,procuremeﬁt. Market researéh,'communiéation and dé&élopihg
effective1ac§uisiﬁion'plans and strategies are methods thét
involve‘significaht‘effort and when~proper1y combined wiﬁh‘
an incentive‘or award fee structure aré effeCti&e ways ﬁo
mitigate risk.

industry'sv methods of risk mitigation can be  plécéd
-under thé headiﬁg of prudent business decisions.' Obviouély,
the selection of teaming paftners-is critical to'the sucéess
of the team‘and reviewing the propoéed agreement oﬁly m%kes
senséJ The issue of safeguards for proprietary aatavand:the
usé'of "fifewalls" becoﬁesbmore and more complicatéd as‘tﬁé
‘use of teaming arrangements becomes more prevalent. Aftér
the break—upv of the n"dream téam," industry has 'soughf
informal} Government assurances that probosed teaming
arrangemeﬁts vwill not be broken-up prior td extenéive‘
sharing of information and deVelopﬁent of a prOposal}
Industry is seriousiy concerned about the ﬁéchnical'leveling
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and transfusion that may occur as a consequence of the

break-up.

F. CHAPTER SUMMARY

This chapter prbvidéd an analysis of the data collected
from interviews and survey responses. The concerns,
benefits, risks‘and methods for risk mitigation associated
with exclusive teamingkarrangements were explored and the
similarities and differences between DoD and industry
responses examined. This comparative analysis was‘conducted
to prévide insight into the.methods of risk mitigation and
the motivatibns behind the use of those methods.

This chapter bresents daté collected from a survey, and
an analysis of those survey data and the information
presented in previéﬁs’chapters.' The survey was utilized to
gather data from five major defense companies. The
questions and data were grouped into four topic areas and

analyzed along with other information presented in Chapters

.IT and III.
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V.  CONCLUSIONS AND RECOMMENDATIONS

: A. CONCLUSIONS

Since 1985,'the DoD budget has sharply.declined. This
decline has translated into fewer DoD procurement dollers
whieh in turn has'affected‘the Defense Industrial Base. ‘Tne
large nnmber of‘mergers and acquisitions has sinee slowed
due to antitrust concerns voiced by DoD. ‘Similarly,”the
reduced size of the Defense Industtiai.Base hasrecently
caused - concern in the area of exclusive teaming
arrangements. | | |

As é result of the research, the foilowing conclusions
have been drawn. Their sequence does not Signify any’orderv
of priority or preference. |

1. "The‘ formation of exelusive teaming arrangements‘
allows the defense industry to share the cost.of capital
investment required fof majofdefense progr&ms; | |

Teaming is ~a common practice  within }the ’defense‘
industry. Contractors look to teaming arrangements as'a‘way

to share risk and the extensive capital costs associated
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with major defense‘programs. The use .of exclusive teaming'
arrangéments providés significant benefits to both DoD and
industry. The defense indﬁstry has transitioned from one
made up of mahy diversified defense contiactors to one of a
few highly focused companies.  The complexity, cost and risk
associated with today's major defense programs, combined
with the limited size of the Defense Industrial Base point
towards the expanded use of teaming arrangements.

2. It is too early to judge the fullvimpact of the
"Anticombetitive Téaming" poliéy memorandum.

It has been less than six months since the policy memo
was issued and’ there have not been any cases of
controversial exclusive teaming arrangemeﬁts during this
time>period.‘ Also, the FAR change requested by Dr. Ganslef
to include anticompetitive teaming as ‘evidence of a
violation of antitrust iaws has not been implemented as of
the date of ﬁhis writing. The impact of this memorandum may
increase’wheﬁ this change to the FAR is implemented.

3. The break-up of the DD-21 "dream team" sent a very

strong signal to the defense industry.
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Thé DbD intervention in the DD-él‘procurément pro?ided
the defénse industry with a very clear indicationbthat the
'GoVernment. continues to be concerned about competition.
'Tbis_ac;ion has resulted in the defense industry seéking‘

: , .

xearly indications from the DoD as to'whefher or not proposed;
teaming'érrangements wiil be considerea anticéméétiti?e: As
a strategy’ to reduce the bbssibility of‘ ﬁnnécessary
disclosurebofbproprietary’data and expendifure of bid and
propoSal costs}.the early informal approval or‘disappréval
of thé teamiﬁg érrahgement has become increasingly importaﬁt
to industry;

4. .Existing Antitrust legislation is adequaté‘”and
proﬁides sﬁfficient ovefsight into ‘excluéive ﬁeaﬁing
-arrangemgnts.

Teaﬁing arrangements are not a newly inveﬁted_concépt.
Contractors have beén engagiﬁg in teaming arrangeméntstr
vmaﬁy 'yéars. .While the ‘use of teaming ‘arrangéments: is
'increasing, the ‘éxisting antitrust legislation ‘has beén
proven to be effective and sufficient to fegulate ‘the

formation of these . arrangements. New policies or

regulations will only serve to place more unique Government
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requirements on ’industry and will negatiﬁély affect
competition by providiﬁg industry another incentive not to
do business with the Government.

5. DCAA involvement in the determination of the
competitive nature of an exclusive teaming arrangement is
unnecessary.

Involving a DCAA audito; 1n the process of determining
whether an exclusive teaming arrapgement is classified as
énticompetitive appears to broaden the scope of
responsibilities of the auditor. An exclusive teaming
arrangement will bé examined for the potential to be
anticompetitive early in the aéquisitionprocess. Both DoD
and industry have strong incentives to make ﬁhis
determination as early as possible. DoD does not want to
jeopardize the program because of delays associated with
recompetingbthe fequirement or reéligning contractor's teams
in an effort to.increase competition. Induétry'will seek
~early,informal'approval of any exclusive teaming arrangé@ent

as discussed earlier.
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' B. RECOMMENDATIONS

i

1. . ,The Anticompetitive Teaming policy meﬁorandum‘
shéula be eiiminated.

Dr. Gansler's policy'memorandum does not provide‘any
édded’valuerﬁo‘the acquisition process. Thedimpact on:the
issue of anticompetitivé teaming‘came froﬁ the break-ub of 
’the'DD-zi "Dream Team" last year. This action sent a muéh
more powerful message to ‘indusfry. Contracting officés
Within DoDkalso‘received the message thap éompetitioﬁ is
still a ‘cornefsﬁone _of . acquisition policy. Current
regulations includihg the FAR, DoD 5000 séries and e#isting
antitrust laws pravide‘sufficient covérage to allow for the
ehforcement bf anitcdmpétitive behavior. |

The gequested change to the FAR)list of practices ;hat
evidence a vialation of antitrust is also not reéommenaea.
This issue is alréady addressed in FAR Parﬁ“ 9.604;-
1imi£atioqs{oncontractor teaming arrangements. -

2.  DoD must conduct extensive market'fesearch.

Market research’is‘necessary to determine informatidn
related to the availability of ,productsj‘ -supplier

capabilities, and business practices in industry. Market
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reseérch also provides access to the latest technology. The
information gathefed as a‘result‘of market research can be
uséd to shape the acqﬁisition plan and strategy, determine
the requirements, performance specifications,>requests for
proposals, and contract terﬁs.

The value of market research is tremendous when dealing
with exclusive teaming ' arrangements. @ Technology and
éontractor capabilities are critical factors to consider
when examining a teaming arrangement for antiqompetitive
practices.

3. Contracting Offices should address the risks
presented by‘exélusive teaming arrangeménts-in acquisition
plans and strategies.

The infofmation gathered through market research must
be utilized to determine the. risks that are presented by
exclusive teaming arrangements. In the develppment of the
acquisition plan and tﬂe acquisition strategy, specific
concern must - be emphasized surrounding the issue of
competitibn. Realities of the marketplace must be reflected
in the plan's treatment of fhe competition issue. The level

of competition available in the market must determine the
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strategy and approach that is taken in developmént.of these
planning documents.

_The éompilétion of_this information in an acquiSiﬁion’
plan and an acquisition'sﬁfategy will provide the progrém
offiée with a clear roadmap that will identify the risks aﬁd»
- provide effective toolsbto mitigate thoSerisksf" | |

4.DoD must 'capitalize’ on the synérgy created by
exclusive téaming arrangemehts. | |

The combination’ éf the wvarious capabilities of the
contractors that = are part of an excluSiVe teaminé
arrangément vwiil provide .the DoD with ’cost éavings ‘anA'
innovation. The cost savings associétéd With the redﬁctioh
~of gxcéss ~capacity, veconomiés Qf 'scale and long term
-suppligr/Subcontractor relationships are significant. The
‘Defense Budget méy.see modest increases in the near futUre;
howeVer,‘theég increases will not fully fund'the‘ﬁuch needea
moderniZation of defense hardware. DoD must take advantége
. of thisbsavings‘potential tb enable the DoD to'leverage\its
buyihgﬂpower‘and_work towards achieVing the modernizatioh

goals.
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The poteﬁtial for the development of innovative
solutions remains significant even though the Defense
Industrial Base has shrunk. Global competition, és well as
the significant competition émong U.s. defense contractors
fuels very aggressive efforts to create innovation. The
global harket has become more open and the defense industry
sees that market as great potential for expansion of their
business. DoD must engage the defense industry to tap into
this innovatiqn and realize its benefitéf

5.Industry should seek early informal approval of

proposed exclusive teaming arrangement.

Industry shpuld continue to seek early informal
épprovalv of any proposed teaming arrangement before
unnecessary disclosure of proprietary data occurs. This
could become' a serious problem for industry Dbecause
vaernmgpt intervention may result in technicél leveling and
transfusion. This would in effect level the playing field

by creating competitors out of teammates.

Another problem created by Government intervention is
the bid and propdsal costs that would be wasted in a failed

teaming arrangement. This hurts both industry and the DoD
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because at least portions of those costs are going to show

up as increased overhead on other Government contracts.

C. ANSWERS TO RESEARCH QUESTIONS

in'order to accomplish the objectives of this study,
the following‘researeh questions were pursued.

1. Primary Qnestion: What is DoD's experience With
exclusive teaming arrangements and ‘how’ might .‘this-
information be used to improve the acquisition érecess?

DoD‘s experience With‘ exclusive ﬁteaming arrangements
has beenbgenerally positiﬁe. DoD hes enjoyed redueed costs
due to the trimming of excess‘eapacity end econemic order’
qnantities. Teams made up of contractors with comélementaiy
capabilities haveAdeveloped innonative solutions to fulfill :
DoD requirements. Also, teaning arrangements have served to
enable more contractors to remain in the Defense Industtial
Base beCause,of the capital and risk shariné featureslef
these arrangenents.

Problems with e#clusive-vteeming airangements are
infrequent. Most notably,‘the DD-21 tDrean Team" bfeak-ﬁb

in March 1998 was the first large-scale evidence of an
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antitrust problem with exclusive teaming arrangements. The
Government's action of requiring competition for this
program sent a strong message to industry and procurement
officials within DoD.

Market research is wvital to the success of any
procurement program. Understanding the market, including
the <capabilities of the potential éontréctors, the
technology available and- the altegnative solutions to
fulfill the requirement is_ the only way for the DoD to
guarantee program success. The acquisition professional
must apply the data gathered through market research and
develop acquisition plans and strategies that are tailoréd
to the program requirements. This is how the acquisition

process will be improved.

2. Secondary Question 1; What constitutes an
"exclusive” tgaming arrangement and what are the current DoD
policies and 'regu;ations with iespeét to these type
arrangements?

Exclusive teaming arrangement is é'teaming arrangement -
created when two or more companies agree to team togethér to

pursue a DoD procurement program and further agree not to
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team with any other competitors for that progranL This

arrangement may be formed vertically, in the case of prime

- and sub-tier contractors, or horizontally, between two large

contractors normally engaged in competition.

Currently, DoD policy sends mixed signals to industry

regarding the  desirability  of "exclusive teaming

arrengements. The DoD 5000 series encourages the'use of
teaming as one of the six themes contained in\that document.
FAR couerage ih Subpart 9.6»provides guidance that neither
discourages or encoursges the use of .exclusiVe teamiug-
arrangements.. Thevhewest pelicy statements issuedkby'OUSD
(A&T) and DCAA focus on anticompetitive‘ teaming gaﬁd
discourages industry ~'by seekihg- to_ ‘tighten S up :the
regulations with regard to exclusive teaming arrengements,g

3; Secondary4fQuestion 2: .What- ere DoD's primary

concerns with vertical and horizontal "exclusive" teaming

‘arrangements?

DoD's primary concerns with vertical and horizontal
exclusive teaming arrangements are loss or reduction of

competition. Competition could be eliminated if the most

powerful and capable contractors were allowed to'fbrm’an



exclusive teaming arrangement, one »in which the other
contractor or team of contractors would be able to out
perform. DoD 1is concerned thét this‘ »quasi—monopo'ly
situation would lead to increased costs to the Government
and reduces their motivation to provide' innovative
solutions.” Another concern is the size of the defense
industrial bas‘e.' If this situation occurred many defense
firms would be férced into other markets and the defense
industrial base would be left with a fewv enormous firms.

3. Secondary Question 3: What are industry's primary
concerhs with "e:;clusive"' teaming arrangements and DoD's
current "Anticompetitive Teaming" policies?

Industry's primary concerns with -exclusive teaming
arrangements are the potential break-up of the team by the
Government. This can be very disruptive and may cause
problems for the contractors in their vefforts to regroup at
a late stage in‘jt‘;he program and compete effectively.
Protection of proprietary infortﬁation presents considerable
risk to c‘ontractors in an exclusive teaming arrangement.
Dis'closure, either inadvértent or 4as‘ a result of a
disestablished teaming éfrangement, may result in technicai

N
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leveling and tfansfusion which would diminiSh one's
competitive advantage. ﬁéck”of parﬁners with which to team
is 'a concern for industry in tqday'é shrinking defense
industrial base. If there are  no ‘remaining :potential
partners, with which to team, a cqntractor maylbe shut'éut
by"'insurmoun;able competitién. The limitations ” and
restrictions imposed by é teaming'arrahgement may constrain -
a company's options when dealing with others in.the defense
industry. N , ’ o o o

4. Secondary ‘Question 4: What are the perceived
benefits and . risks “éssociateé witﬁ' "exclusive™ tea@ing
arrangementS?

DOD feels the . behefits lassociated. with excluéive'
teaming arranéements are reduced costs, resulting‘ffom:the
redﬁctioﬁ‘of eXcess capacity, and savings relatea to tﬁé
bUilding of a longfterm relationship between téam,members.
DoD also benefits from innovative solutions developed
through the:synergy created by the cooperative efforts of
those compaﬁies inyolved in the teaming arrangement.  The
formation df ~exclusive teaming’ arrangements- serves-.to

 preserve the defense industrial base by avoiding the winner-
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take-all situation in which one contractor takes the prize
and the others are fofced to try agéin. In this era of lean
defense budgets,_the next opportunity may be too far away
for those companies to .stay in the defense industry. An
important benefit is the politicél support from Congress.
The support for a program ié'increased when the contractors
are from different geographical areas and their involvement
in the program brings with it the support of their Senators

and Congressional Representatives. |

’

Industry states the benefits associated with exclusive
teaming arrangements are creéting a competitive advahtage
and the reduction of costs. The development of innovative
solutions énd effective management practices are also
identified as benefits. Other benefits are the stability4
associated with a long-term relationship and the flexibility
provided by the tailoring of the team to the requirements of
the procurement. Industry also realizes the benefits
associated with the preéervation‘of the aefensé industrial
base, and additional political suppoft from Congress.

DoD identified reduced competitibn, increased cqsts

over the long run and lack of an incentive to develop
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innovative solutions ‘as the risk associated 'with‘ the”
formation of exclusive teaming afrangements.

The primary risk that industry is exposéd tb és' a
resﬁlt v¢f’ eXclﬁsive teaming ‘arrangements is vaernment
rejection as anticompetitive. The potential fbr coﬁprémiée
of propfietary information and the redugtion‘of'cqmpetition
aue to a lack of potential partner with which'tb team‘are
aiso identified‘as risks to industry. ‘ihdustry_also states
‘that‘pooi performénce by a team member énd lack of effectivé
teamwork preéents potential risks to their organizationsﬂ

5. Seéondary Question 5: How‘ does D§D currentiy
mitigate'"éxclﬁsive" teaming arrangement risk and how might
strategigs be formulated to address these'riéks'in futu:e
poténtial "exclusive“ teaming arrangements?

Methods of risk mitigation currently used by the‘DdD
are mandatingvcompetitibn, market research, communication,‘
and development - éf ‘effectivev acquisition plans  and
strategies. The. DoD"currently‘ mandates compefitibn‘ in
Govefnmeﬁt contracﬁing, unleés’competitién is not réadily
available. Competition is oné of the cornerétones‘>df

,Government procurement and will remain so in the future.
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Strategies involving vincreased‘ mafket research and
communication will be necessary to mitigate the risks
associated  with future potential exclusive teéming
arrangements. DoD must become a better informed buyer of
goods and services through engagement with industry.
Awareness of defenée and commercialv markets as well as
understandihg the available technology are keys to effective
risk mitigation. . This awareness gained through market
research will provide. the nécessary insight needéd to
develop effective -acquisition plans and strategies. The
acquisition plan and acquisition strategy 'provides the
foundation for successful procurement prpgréms.

6. Secondary Question 6: How might current teaming
regulations, policies and practices be changed to enhance
the acquisition prbcéss?

Current reéulations and policies contained in the FAR
and DOD 5000 series provide effective guidance to Program
Managers and Contracting Officers dealing with exclusive
éeaming arrangements formed by industry. The researcher
believes these regulations should not be chaﬁged. However,

the BAnticompetitive Teaming policy memorandum provides
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additional and unnecessary coveragé of the ‘iésue‘ of
maintaining‘cbmpétition‘in industry. Indﬁstry does not see
this poliéy as a significant changé; the action of breaking
up thé."dream teamﬁ‘had a much more significant impact51 it
is too early to assess the full impact'of‘Dr; Ganslerfs
memb, o

‘The recent.DCAA memorandum directing auditors to bé on
the' lookout forv anticompetitive teaming’ hag generétéd
significant interest in industry. The issue is whether the

function of looking for evidence of an anticompetitive

exclusive teaming arrangement goes beyond the charter of a

DCAA auditOr.: Industry’points out that the time aﬁd moné?
spent defending and refuting an erfoneous présumptipn Qf
wrongdoing' wouid eliminatek~the savings associéted ‘Qiﬁh
teéﬁingvarrangements. _This memorandum was issued on March
30,1599,1so its impact is unknown at'thié early date.

The keys to effectiveness when dealin§ with éxclusive

teaming arrangements are the practices utilized by the

program office to mitigate the risks associated with these

arfangemehts. Thorough market research”and the applicatioh

of those data when carefully crafting acquisition plans and
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acquisition strategies will serve to enhance the acquisition
process. Additional regulations or policies only place

additional restrictions on industry and do not improve the

process.

D. ADDITIONAL AREAS OF RESEARCH

This thesis identified areas that merit additional
research, but did not address them because they are beyond

the scope of this study. These areas are:

1. 'To>what extent are international firms involved in
exclusive teamihg arrangements with U.S; defense .
contractors?

2. that impact will further mergers and acquisitions

in the U.S. Defense'Industrial Base have on the fofmation of
exclusive teaming/arrangements in the future?

3. Conduct. a study of vertical exclusive teaming
arrangementslﬁhat focuses on DoD visibility over contractual

relationships below the prime contractor level.

4. What lessons can be learned from examining a

specific case (possibly a future case study on DD-21) from
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concept exploration to contract completion in order to

document the entire process?
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APPENDIX
Text of memorandum issued and signed.by J. S. Gansler (USD A&T)

on January 5, 1999

MEMORANDUM FOR SECRETARIES OF THE MILITARY DEPARTMENTS
ATTENTION: SERVICE ACQUSITION EXECUTIVES
"DIRECTORS OF DEFENSE AGENCIES
DIRECTOR, DEFENSE PROCUREMENT

SUBJECT: Anticompetitive Teaming

As a result of the consolidation of the defense industry,
. increasingly we are seeing exclusive teaming arrangements--both
vertical and horizontal--among companies competing for Department
of Defense (DoD) business. An exclusive teaming arrangement is
created when two or more companies agree--in writing,  through
"understandings," or by any other means--to team together to
pursue a DoD procurement program, and further agree not to team
with any . other competitors for that program. These teaming
arrangements have the potential of resulting in inadequate
competition for our contracts. While our preference is to allow
the private sector to team and subcontract - without - DoD
involvement, there are circumstances in which we must intervene
to assure adequate competition. - ‘ ‘ :

In the development of acquisition strategies, program
managers and contracting officers should consider ways to assure

that we obtain robust competition. At information meeting with -

potential competitors or in Requests for Proposals, companies
should be advised that any pre-established teaming, at either the
prime or subcontract level, will be scrutinized for its potential
to inhibit competition. If exclusive teaming arrangements are
anticompetitive, they can Dbe addressed without ~a major

"expenditure of resources or oversight of company practices. = For

example, in one DoD competition, one company attempted to team
exclusively with another company that other potential offerors
considered essential for performance. The program office
required the dissolution of the arrangement. If a team member
- has a unique capability that must be included in the system being
purchased, DoD can insist that the company make that capability
available on equitable terms to all system competitors. On the
DD 21 program, exclusive teaming among three companies was
rejected by DoD. As a result, two competitive . teamsé—of

s
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shipbuilders and integrators--were created by industry. On
another program, DoD prevented a sole source situation where,
because of its preeminence as a systems engineering contractor
for several years, one company had a substantial advantage in a
possible competition. That company was advised it could only
compete if it made its expertise ‘available to other contractors,

‘even if it primarily participated on only one "team".

Another technique to provide for adequate competition at the
subcontract level for a particular component or subsystem, is to
include a "consent to subcontract" clause' when a contracting
officer considers it necessary. Subpart 44.2 of the Federal
Acquisition Regulation (FAR) already permits inclusion of such a
provision when certain critical subcontracts require special
surveillance. Even when a "consent to subcontract" provision is
used, the government .should oversee the contractor's ' source
selection process only to assure that a fair competition is
conducted, not to act as a surrogate source selection official or
to give approval of the selection of a particular source.

Because use of a tailored acquisition strategy or the
"consent to subcontract" provision may not always be effective in
providing for strong, credible competition in all critical areas,
I am also requesting a change to the FAR. This change will add
the following to the list of practices at FAR 3.303 (c) that may
evidence a wviolation of anti-trust Ilaws: "exclusive teaming
arrangements, if one or a combination of the companies
participating on the team is the sole provider of a product or
service that is essential for contract performance, if efforts to
eliminate such arrangements are not successful." '

It must be understood that teaming involves significantly
different issues than those that arise from mergers and
acquisition, where the government's options may be more limited.
With teaming, the government can, on a case by case basis, take a
variety of actions in the formulation of acquisition strategies
and in regulation to prevent anticompetitive teaming. In this
era of downsizing of the defense industry, we must make every
effort to achieve robust competition at all contract levels to
ensure we continue to obtain the. best products at - reasonable

prices to satisfy defense needs

/signed/
J. S. Gansler
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